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Sri Lankan government has come to recognize the importance of small-scale 
enterprises and their contributions to economic growth, social cohesion and 
employment, regional and local development recognizing the growth potential of 
small-scale entrepreneurs. The small-scale entrepreneurs enjoy advantages when 
compare to large size. These types of enterprises are easy to establish, but the 
evaluation of leadership styles and performance is very rare in Sri Lanka. Normally 
small-scale entrepreneurs considered as individual owner of their business. The 
individual owner is called as leader of the business. The leader is answering in his 
belief that effective leaders are necessary to achieve such goals as improved 
profitability, productivity, quality and customer services. The entrepreneur believes 
that the organization cannot remain competitive without effective leadership style. 
 
This study consists of six chapters. As a starting point chapter one attempts to 
introduce four sections. They are the small scale industries in Sri Lanka, significance 
of the research, research design, and organization of the text. The brief history of Sri 
Lanka which is included socio, economic development of Sri Lanka, the different 
definitions of small scale industries in Sri Lanka mentioned by the different 
institutions, the strategic role of small business in economic development, and the 
problem faced by the leaders in Sri Lankan small industries are clearly included in the 
section one. The second section explains the theoretical and practical significance of 
the research. The significance of the research may pave the way for the future 
researchers to develop further in this topic. It is therefore assumed that this study will 
fulfill an important knowledge gap and provide a base for further studies. The 
research design consists of problem statement, objectives of the research, scope of the 
research, and methodology. This research aims to study the relationship between 
leadership styles and organizational performance in family owned small 
manufacturing enterprises and to investigate the moderating effects of environmental 
factors and the mediating role of decision-making, employee turnover, and employee 
morale. In this study the leadership styles – task-oriented, relationship-oriented, and 














profitability-is the dependent variables. And finally the organization of the text 
explains briefly in the fourth section. 
 
On the basis of the review of the prior literature, in chapter two different 
definition of leadership styles are expressed (Bass, 1990a; Yukl, 1989b; Jago, 1982; 
Bass and Stogdill, 1990), second the different types of leadership styles, that are, 
autocratic, democratic, laissez-faire, participative, directive, task-oriented, 
relationship-oriented, Blake & Mouton’s managerial grid styles, supportive, and 
achievement, are included. The great man and traits theories, the behaviorist, 
situational or contingency theories, and transactional, transformational, and 
charismatic leadership theories are included in historiography of the study of 
leadership. The literature of industry, family and non-family controlled firm, and 
firm’s development stages are included in environmental factors. Decision-making 
(autocratic decision, consultation, joint decision, and delegation), employee turnover, 
and employee morale are included in mediating factor literature. Performance of 
family firms is discussed. Finally the literature of leadership and organizational are 
discussed along with limitations and comments of the prior study. From the literature 
survey, it was observed that many researchers argued that leadership and 
organizational performance. The researches, which correlate the leadership styles and 
organizational performance, are having different coverage areas. Those researches 
considered the whole public sector or whole private sector or the both the sectors as a 
whole. Chapter three based on the arguments in the chapter two, by reviewing existing 
research, this study has been reviewed to cover all the variables depicted in the 
conceptual model with theories, quotations, and research findings in the appropriate 
places in support of the arguments. 
 
The aim of fourth chapter is to outline the design of this dissertation research 
project and how its framework is derived from the existing body of literature. 
Specially, chapter four describes the sample methodology; the operationalization of 
the variables used to analyse the leadership styles and organizational performance, 
pilot study, sample of the final study, questionnaire data collection, and are outlined 
the appropriate statistical methods to be used in order to analyze the data obtained 













factor analysis of leadership styles, decision-making, and employee morale has been 
measured for reducing the variables and the ratio of employee leavers and stayers has 
been treated as a measure for examining the employee turnover. The firms’ 
profitability relative to significant competitors has been measured as firm 
performance of this study.  
 
Results and data analysis are discussed in the chapter five. The chapter five 
consists of descriptive statistics, analysis of hypotheses in leadership styles and firm 
performance, moderating effects of environmental factors, the relationship between 
leadership styles and mediating variables, mediating effects of decision-making, 
employee turnover, and employee morale, and the relationship between 
decision-making, and employee morale and employee turnover. The hypotheses are 
tested through appropriate statistical packages. After the hypotheses are tested by 
using the regression model, this model is used to measure from hypothesis 1 to 
hypothesis 9. The path model analysis is used to measure hypotheses 10 and 11. The 
results show that task-oriented, relationship-oriented, and participative leadership 
styles of leaders of small enterprises are directly linked to firm performance. The 
influences of leadership styles on firm performance are moderated by environmental 
factors. The high industry technology of environmental factor have not influence on 
the firm performance. Next the firm controlled by the family members has strongly 
influence on firm performance than those with non-family controlled firm. Finally the 
earlier development stage of firm is insignificant effect on firm performance. The 
effect of leadership styles on firm performance are mediated by decision-making, 
employee turnover, employee morale. The decision-making plays an important 
mediating role in the relationship between leadership styles and firm performance and 
has positively significant relationship. The employee turnover has positive significant 
relationship with firm performance and the negative relationship found between 
employee morale and firm performance in this study.  
 
Chapter six is to provide findings and conclusion of the study. In this analysis, 
the findings of this research, implications for management, are presented along with 
an examination of both the study’s limitations. Finally, potential directions for future 














direction in the research on organizational performance by opening up a debate on the 
importance of leadership styles in the development of organizational performance. 
The fact statically significant correlations are only found between leadership styles 
and organizational performance can assist with the understanding of how the 
leadership style affects the organizational performance in family owned small 
manufacturing enterprises. This study also contributes to the researcher understanding 
of the importance of leadership style in building employee turnover, employee morale, 
and decision making. Leadership style and organizational performance are positively 
associated with and decision making. But leadership style is negatively associated 
with employee turnover and positively associated with employee morale. In 
conclusion, the leaders of the family owned small manufacturing enterprises obtain 
more discretion and exert stronger influence on firm performance. By building and 






















Table of Contents 
CHAPTER I  INTRODUCTION ..........................................................1 
1.1 Small Scale Industries in Sri Lanka..............................................................1 
1.1.1 Sri Lanka – An introduction....................................................................1 
1.1.2 Definition of Small Enterprises ..............................................................5 
1.1.3 The Strategic role of Small Business in Economic Development. .........7 
1.1.3.1 Employment Opportunity ...........................................................8 
1.1.3.2 Utilization of Local Resources ...................................................8 
1.1.3.3 Providing services for large industries and opportunities for 
sub-contracting ............................................................................9 
1.1.3.4 Developing Skills .....................................................................10 
1.1.3.5 Maintaining Equitable Growth .................................................10 
1.1.4 The Problems Faced by the Leaders in Sri Lankan Small Industries ...10 
1.2 Significance of the Research......................................................................... 11 
1.2.1 The Theoretical Significance of the Research ...................................... 11 
1.2.2 The Practical Significance of the Research...........................................14 
1.3 Research design.............................................................................................16 
1.3.1 Problem Statement ................................................................................16 
1.3.2 Objectives of the Research....................................................................17 
1.3.3 Scope of the Research...........................................................................17 
1.3.4 Methodology .........................................................................................18 
1.4 Organization of the Text...............................................................................19 
CHAPTER II  THE REVIEW OF LITERATURE...........................21 
2.1 Introduction...................................................................................................21 
2.2 Definition of Leadership...............................................................................21 
2.3 Historiography of the Study of Leadership ................................................24 
2.3.1 Literature of the ‘Great Man’ and ‘Traits Theories...............................24 
2.3.2 The Behaviorist Tradition in Leadership Research...............................27 
2.3.3 Situational or Contingency Theories.....................................................29 















2.4 Leadership Styles ..........................................................................................33 
2.5 Moderating Effects of Environmental Factors...........................................36 
2.6 Mediating Factors .........................................................................................37 
2.6.1 Decision-making ...................................................................................37 
2.6.2 Employee Turnover...............................................................................39 
2.6.3 Employee Morale..................................................................................39 
2.7 Performance of Family Firms......................................................................41 
2.8 Leadership and Organizational Performance............................................44 
2.8.1 Limitations and Comments of Prior Studies .........................................50 
2.9 Summary........................................................................................................52 
CHAPTER III  CONCEPTUAL MODEL, THEORY AND 
HYPOTHESES..........................................................54 
3.1 Conceptual Model .........................................................................................54 
3.2 Theory and Hypotheses ................................................................................58 
3.2.1 Leadership Styles ..................................................................................58 
3.2.2 Environmental Factors ..........................................................................60 
3.2.2.1 Industry Technology .................................................................61 
3.2.2.2 Family and Non-family Controlled Firm..................................62 
3.2.2.3 Firm Development Stage ..........................................................64 
3.2.3 Decision-making ...................................................................................65 
3.2.4 Employee Turnover...............................................................................66 
3.2.5 Employee Morale..................................................................................67 
3.2.6 Demographic Characteristics of Employees. ........................................67 
3.2.7 Control Variables...................................................................................69 
CHAPTER IV  METHODOLOGY ....................................................72 
4.1 Introduction...................................................................................................72 
4.2 Operationalization of Variables ...................................................................72 
4.2.1 Leadership Variables .............................................................................72 
4.2.2 Performance Variables ..........................................................................74 
4.2.3 Moderating Variables ............................................................................75 
4.2.4 Mediating Variables ..............................................................................76 
4.3 Pilot Study......................................................................................................77 














4.4 Main Study Sample .......................................................................................83 
4.5 Questionnaire Survey ...................................................................................86 
4.6 Measures ........................................................................................................87 
4.6.1 Factor Analysis......................................................................................88 
4.6.2 Correlation Significance .......................................................................88 
4.6.3 Leadership styles...................................................................................89 
4.6.4 Environmental Factors ..........................................................................93 
4.6.5 Decision making ...................................................................................93 
4.6.6 Employee Turnover...............................................................................94 
4.6.7 Employee Morale..................................................................................94 
4.6.8 Firm Performance: ................................................................................95 
CHAPTER V  RESULTS AND DATA ANALYSIS ...........................96 
5.1 Descriptive Statistics .....................................................................................96 
5.2 Leadership Styles and Firm Performance ..................................................99 
5.3 Moderating Effects of Environmental Factors.........................................101 
5.3.1 Industry Technology ...........................................................................101 
5.3.2 Family and Non-family Controlled Firm............................................103 
5.3.3 Firm Development Stage ....................................................................105 
5.4 The Relationship between Leadership Styles and Mediating Variables .........107 
5.5 Mediating Effects of Decision-making, Employee Turnover, and 
Employee Morale. ....................................................................................... 110 
5.6 Summary......................................................................................................123 
CHAPTER VI  FINDINGS AND CONCLUSION..........................124 
6.1 Introduction.................................................................................................124 
6.2 Findings........................................................................................................124 
6.3 Implications for Management....................................................................127 
6.4 Limitations of the Study .............................................................................128 
6.5 Directions for Future Research .................................................................129 

















List of Tables 
4.1   Leadership (Independent) Variables................................................................. 74 
4.2   Performance (Dependent) Variables ................................................................ 75 
4.3   Moderating Variables ....................................................................................... 76 
4.4   Mediating Variables ......................................................................................... 76 
4.5   Sample Characteristics of Pilot Study (N= 50 Leaders) ................................. 78 
4.6   Sample Characteristics of Pilot Study (N= 250 Employees) .......................... 79 
4.7   Mean, SD, and Inter-correlation of Leadership Styles, Mediating variables, 
Environmental factors, Moderating variables, and Firm Performance of Pilot  
Study ........................................................................................................... 81-82 
4.8   Number of Establishments and Persons Engaged by District, Sri Lanka ........ 84 
4.9   Sample Characteristics of Main Study (N=220, Leaders) ............................... 85 
4.10  Sample Characteristics of Main study (N=1100, Employees) ........................ 86 
4.11  Factor Analysis Results of the Task-oriented Leadership Style ....................... 90 
4.12  Factor Analysis Results of the Relationship-oriented Leadership Style .......... 91 
4.13  Factor Analysis Results of the Participative Leadership Style ........................ 92 
4.14  Factor Analysis Results of the Decision-making ............................................. 93 
4.15  Factor Analysis Results of the Employee Morale............................................ 94 
5.1   Mean, SD, and Inter-correlation of Leadership Styles, Mediating variables, 
Environmental factors, Moderating variables, and Firm Performance of 
Final Study .................................................................................................. 97-98 
5.2   The Regression Results of Firm Performance on Leadership Styles............. 100 
5.3   The Regression Results of Firm Performance on Leadership Styles and 
Industry Technology....................................................................................... 102 
5.4   The Regression Results of Firm Performance on Leadership Styles and Family 
and Non-family Controlled Firm ................................................................... 104 
5.5   The Regression Results of Firm Performance on Leadership Styles and Firm 
Development Stage ........................................................................................ 106 
5.6   The Regression Results of Decision-making on Leadership Styles .............. 107 
5.7   The Regression Results of Employee Turnover on Leadership Styles .......... 108 
5.8   The Regression Results of Employee Morale on Leadership Styles ............. 109 


























List of Figures 
3.1  Conceptual Model.............................................................................................. 57 
5.1  The Model of Mediating Effects of Decision-making, Employee Turnover,   
and Employee Morale .......................................................................................111 
5.2  The Results of Mediating Effect of Decision-making, Employee Turnover,   
and Employee Morale on Organizational Performance....................................117 
5.3  The Results of Relationship between Decision-making, and Employee Turnover 



























Degree papers are in the “Xiamen University Electronic Theses and Dissertations Database”. Full
texts are available in the following ways: 
1. If your library is a CALIS member libraries, please log on http://etd.calis.edu.cn/ and submit
requests online, or consult the interlibrary loan department in your library. 
2. For users of non-CALIS member libraries, please mail to etd@xmu.edu.cn for delivery details.
厦
门
大
学
博
硕
士
论
文
摘
要
库
